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SECPS Update
A M E R I C A N I N S T I T U T E O F C E R T I F I E D P U B L I C A C C O U N TA N T S

There has been tremendous change affecting
the profession during the past year, but many
things will remain the same. For example, the
SEC Practice Section has always been an
important force and resource for the profession—and it will continue to be.
SECPS is committed to working with
the Public Company Accounting
Oversight Board and helping members
practice before the PCAOB and
Securities and Exchange Commission,
and to serving as a voice for its members.
Here’s an early look at the future plans
for SECPS:
• The practice section will continue to function as it has through the end of 2003.
• Over the longer term, among other initiatives, the practice section will be restructured to provide a forum for members who
practice before the SEC and PCAOB. It
will focus less on self-regulatory activities
and more on representing its members

before the SEC and PCAOB and providing
them with the tools they need to practice in
the SEC environment.
• The practice section is developing a peer
review program designed to complement
the firm inspections (which will focus
exclusively on registered firms’ SEC
practices) that will be performed by the
PCAOB so that firms can continue to
meet their state licensing and AICPA
membership requirements. The AICPA
and approximately 35 state boards currently require peer review of a firm’s entire
audit and accounting practice for membership and licensure, respectively. SECPS has
been in discussions with the PCAOB on
this issue, and plans to provide a bridge
between the peer review required by
AICPA and state accountancy boards and
the PCAOB inspections.
Look for more on SECPS efforts in future
issues.

Improved HUD Audit
Quality

National Taxpayer Advocate
Reports to Congress

C4

In an annual report to Congress this summer, National Taxpayer Advocate Nina E.
Olson outlined her objectives for the Office
of the Taxpayer Advocate for the coming
fiscal year.
In the annual Fiscal Year Objectives
report, which is required by law, Olson
reviewed the accomplishments of her office
during the current fiscal year and described its
focus and goals for the coming fiscal year.
In fiscal year 2003, Olson said the Office
of the Taxpayer Advocate worked with the
IRS on several initiatives, including:
• Earned income tax credit certification.
• Offers-in-compromise.
• Individual taxpayer identification numbers.
• The Federal Payment Levy program.
• Collection due process hearings.

• The implementation of the National
Research Project.
The report describes how the Taxpayer
Advocate Service (TAS) will continue to focus
on these programs for the next fiscal year.
The report identifies several new projects for fiscal year 2004 involving small
business issues, electronic filing and financial literacy. The Office of the Taxpayer
Advocate is also sponsoring or participating
in several research studies involving abusive
tax schemes, the impact of representation on
the outcome of EITC audits and the reasons
for lack of taxpayer response in EITC examinations.
“A true partnership between TAS and the
rest of the IRS in the planning and implementation of programs reduces the risk of delivering programs that meet taxpayer resistance or
that must be substantially reworked after
implementation,” Olson said.
continued on page C2
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continued from page C1—National Taxpayer Advocate
The Taxpayer Advocate Service has a dual mission to assist
taxpayers in resolving problems with the IRS and to make administrative and legislative recommendations to mitigate those problems.
“The Office of the Taxpayer Advocate will continue to partner with
the IRS to resolve taxpayer problems, and ensure taxpayer rights
and concerns are considered and protected during IRS program
implementation,” said Olson.
In conjunction with her annual report, the National Taxpayer
Advocate is also issuing a study that she commissioned on the

FASB/IASB Short-Term
Convergence Project ED
The International Accounting Standards
Board has issued proposals on
reporting asset disposals and discontinued operations. The proposals are
set out in Exposure Draft ED 4,
Disposal of Non-Current Assets and
Presentation of Discontinued
Operations. The IASB invites comments on
the ED by Oct. 24.
The proposals are the first to arise from
the IASB’s short-term convergence project
with the Financial Accounting Standards
Board. Convergence of accounting standards around the world is one of the IASB’s
prime objectives and the project aims to
reduce the differences between
International Financial Reporting Standards
and U.S. generally accepted accounting
principles. The short-term project focuses
on differences that are not the subject of
major current or planned projects by either
board and that are thought capable of quick
resolution. The first phase of the project

F

role of ombudsmen in federal agencies. Advocates and ombudsmen play an important role in an increasing number of federal
agencies and departments. The study details how these offices
interact with various agencies and the importance of independence in achieving their mission. This report, Agencies Within
Agencies: A Survey of Federal Agency External Ombudsmen, will
be available by calling and requesting Publication Number 4213.
800/829–3676

involves each board reviewing the other’s
more recent pronouncements, with an
expectation that recent work on an accounting problem will have produced a better
solution, with the result that the
newer standard would be substituted
by the other board for its existing
standard.
This ED results from the IASB’s
review of FASB Statement No. 144,
Accounting for the Impairment or Disposal
of Long-Lived Assets, issued in 2001. The
ED proposes that assets that are expected to
be sold and meet specific criteria:
• Should be measured at the lower of carrying amount and the fair value less
costs to sell.
• Should not be depreciated.
• Should be presented separately in the
balance sheet.
It also proposes that any operation with
separately identifiable cash flows should be
classified as “discontinued” once the assets
involved in the operation meet the criteria
to be classified as held for sale if the cash
flows of the operation will be eliminated

Revised Yellow Book
The U.S. General Accounting Office has released a new edition of
Government Auditing Standards (the “Yellow Book”). This is the
fourth edition of the overall standards since they were first issued in
1972 and it supersedes the 1994 revision, including amendments 1
through 3. This revision makes changes in the following three areas:
• Redefining the types of audits and services covered by the standards, including an expansion of the definition of performance
auditing to incorporate perspective analyses and other studies
and adding attestation as a separate type of audit.
• Providing consistency in the field work and reporting requirements among all types of audits defined under the standards.
• Strengthening the standards and clarifying the language in
areas that, by themselves, do not warrant a separate amendment to the standards.

from the ongoing operations of the entity
and there will be no continuing involvement in the operation after its disposal.
These proposals, when implemented,
would achieve convergence with the equivalent requirements in U.S. GAAP.

Free Downloads of FASB
Standards
The Financial Accounting Standards
Board is making available free downloads of the full text of all Statements of
Financial Accounting Standards issued
since the FASB’s inception in 1973 from
the FASB Web site. It’s also possible to
view the Summary (as available) and
Status page for each FASB Statement.
The FASB notes that the downloadable
statements are shown as originally
issued, without shading or sidebars to
indicate subsequent amendments.
www.fasb.org/st/index.shtml

The new standards apply for financial audits and attestation
engagements of periods ending on or after Jan. 1, 2004, and for
performance audits beginning on or after Jan. 1, 2004. Early
application is permissible and encouraged.
Government Auditing Standards incorporates the field work
and reporting standards issued by the AICPA. The Public
Company Accounting Oversight Board promulgates standards for
public accounting firms in audits of publicly traded companies.
The GAO will continue to monitor the actions of the AICPA and
PCAOB and will issue clarifying guidance as appropriate.
The new Yellow Book is available on the GAO Web site,
which includes a list of major changes from the 1994 edition.
Printed copies can be obtained from the U.S. Government
Printing Office.
www.gao.gov/govaud/ybk01.htm

Published for AICPA members in small firms. Opinions expressed in this supplement do not necessarily reflect policy of the AICPA.
Anita Dennis, supplement editor
Ellen J. Goldstein, CPA Letter editor
973/763–2608; fax 973/763–7036; e-mail: adennis@aicpa.org
212/596–6112; egoldstein@aicpa.org
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Creating Breakthroughs in Succession Planning
By Thomas F. Madison, CPA, PhD, CMA
Dr. Sam Kirschner, a consultant on succession issues to many
closely held businesses, discussed his experiences in succession
planning at the AICPA Business and Industry Conference in New
Orleans. This article highlights key points in his presentation.
Outside Consultants May Be Essential. Dr. Kirschner noted
that in many instances the family members handle the transfer of
ownership and control much more successfully when they rely on a
knowledgeable outside consultant to help in planning the succession. The outside consultant is often essential because the businesses’ other control structures are unable to handle the succession
task. Controlling owners often can’t or won’t objectively assess
their own relatives’ abilities to continue the business, and family
councils may also be unable to function objectively. The boards of
many small businesses are often just friends of the owner and provide no true outside expertise, or are extensions of family councils
and thereby subject to the same shortcomings.
Mediator and Buffer. The outside consultant enables the family
to handle the succession task more successfully by serving as a
mediator or buffer between members of the different generations
and between members of the same generation who have difficulty
communicating with one another. In this mediating role, the consultant can help ensure that the essential conditions for a successful
succession are met. These conditions are that the older generation
has prepared the organization for the transfer of ownership and control, including preparing the younger generation for assuming control of business operations; and that issues arising from the separation of ownership and control are resolved.
Essential Preparation and Planning. Preparing for succession
includes an objective assessment of whether the younger generation

Improved Audit Quality: The
Goal of HUD’s Quality
Assurance Reviews
By Dale A. Brown, CPA, CIA
Public concern about audit quality, especially in the field of governmental financial
reporting, is not a recent development.
Responding to taxpayer outrage over
shoddy financial reporting by governments,
Congress has passed several laws over the
past 25 years requiring federal auditors to
review the quality of audits performed by
independent CPAs. These laws included the
Inspector General Act of 1978 and the
Single Audit Act Amendments of 1996.
In the late 1990s, the Department of
Housing and Urban Development, a federal
agency widely criticized for inaccurate
financial reporting and poor internal controls, endeavored to remedy its deficiencies
by establishing a Real Estate Assessment

is ready to take over or whether the company should hire an outside
manager to serve as a mentor and trainer until the successor is ready
to take up the reins. It may also involve determining which members
of the current management team should stay in place. Some members of the management team may owe their position to long years
of loyalty to the older generation rather than to their current capabilities. The approach to addressing these issues should be part of the
succession plan rather than an afterthought following the transition.
An outside consultant can also provide objective advice when
not all members of the younger generation will be involved in the
business. It is often a mistake for members of the succeeding generation to be given equal ownership interests when not all will be
involved in operating the business. This is probably the issue that
requires the most advance planning to resolve because in the normal course of events, the older generation’s wealth will be tied up
in the business's assets and the only way the business owner can
distribute wealth to the heirs will be to distribute an ownership
interest in the business itself.
Unfortunately, this often sets the stage for conflicts among
members of the younger generation who are involved in operating
the business and those who are not, particularly in the area of managerial salaries and dividends. Thus, resolving this potential for
conflict becomes part of a successful succession plan.
Dr. Kirschner’s observations make it clear that successful succession planning requires both time and effort. The CPA who is
called in to consult on family or other closely held business succession issues must recognize that these situations can have many
potential pitfalls. Nevertheless, the CPA can add value to the
process by making the problem areas explicit and helping the client
address them directly in the succession plan.
Thomas F. Madison, CPA, PhD, CMA, is assistant professor of
accounting at St. Mary’s University, San Antonio, Tex.

Center (REAC), a division of HUD’s Office
of Public and Indian Housing. REAC’s
stated mission was to centralize the assessment of all HUD housing into a single
organization based on a paperless, e-business model. To implement this plan, REAC
began requiring HUD multifamily project
owners and public housing agencies to submit financial statements based on generally
accepted accounting principles in an electronic format.
To help ensure the accuracy of these
electronically submitted financial statements, REAC created a financial quality
assurance division called the Quality
Assurance Subsystem or QASS (in keeping
with REAC nomenclature, the division was
named for one of REAC’s integrated databases). Over the past five years, QASS
auditors have reviewed audit quality at hundreds of CPA firms.
The primary objective of a QASS quality assurance review is to determine

whether a CPA firm is complying with
auditing standards. The overriding philosophy is that by taking steps to improve audit
quality, HUD can place more confidence in
the audit opinions and financial statements
it receives.

Common Deficiencies
As one would expect, especially in the
complex and specialized field of governmental financial reporting, audit quality
often needs improvement. Common audit
deficiencies identified by QASS auditors
include:
• Audit programs and audit planning did
not conform to professional standards.
• Major program determinations were not
made in accordance with OMB Circular
A-133 requirements.
• Audit planning and procedures were performed by inexperienced staff assistants
without adequate supervision.
continued on page C4
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continued from page C3—HUD
• Assessment of internal control did not
conform to professional standards.
• Analytical procedures were not used in
either the planning or final stages of the
audit.
• Sufficient evidential matter was not
obtained to support management’s financial statement assertions.
• Audit working papers did not conform to
professional standards.
• Financial statement presentation and

note disclosures did not conform to governmental GAAP requirements.
• Required supplementary information
was not included in the audited financial
statements.
By identifying areas in which audit
quality falls short of professional standards, REAC seeks to improve the quality
of financial information available to those
who monitor HUD-funded entities. Over
time, better quality audits should help alle-

Single Audit Risk Alert, Related Products Available
Practitioners may have become accustomed to looking to state and
local government (SLG) audit risk alerts, as well as the alert on notfor-profit organizations, for the latest developments on audits of
federal awards (also known as Single Audits or Circular A-133
audits). This is the first year that such guidance will not be included
in the SLG alert and the NPO alert. Instead, because of the importance of the topic, the guidance will be included in the separate
annual audit risk alert on Single Audits. The Single Audit alerts will
provide auditors of organizations that receive federal awards with
an overview of recent industry, regulatory and professional developments that may affect the audits they perform.
The SLG alert will continue to provide updates on government auditing standards as many audits of state and local government financial statements must be performed under those standards, regardless of whether the entity receives federal money.

GASB Technical Bulletin on
Derivatives
In an effort to improve disclosures
associated with derivative contracts,
the Governmental Accounting
Standards Board has issued
accounting guidance intended to
provide more comprehensive
reporting by state and local governments.
Under the new guidance, the GASB says,
users of financial statements will be better
informed about the risks assumed in
derivative contracts.
Derivatives are often used by governments as a means to potentially reduce
borrowing costs. While derivatives may
support financing needs, the lower costs
come with additional risks, the board
notes. The objectives and terms of derivative contracts, their risks and the fair value
of the contracts are generally not specified
in financial reports today.
The GASB says that its technical bulletin, Disclosure Requirements for
Derivatives Not Reported at Fair Value on

Dale A. Brown, CPA, CIA, is Auditor,
Financial Quality Assurance, of the Real
Estate Assessment Center, Office of Public
and Indian Housing, at the U.S.
Department of Housing and Urban
Development.

Single Audits—2003 (No. 022453kkCPA09) is available from
the AICPA Member Satisfaction Center. Other resources of interest
include the SLG Alert (No. 022433CPA09) and the NPO Alert (No.
022423CPA09); the AICPA Audit Guide, Audits of States, Local
Governments and Not-for-Profit Organizations Receiving Federal
Awards (No. 012743CPA09), the AICPA Audit and Accounting
Guide, Audits of States and Local Governments (GASB 34 Edition)
(No. 012663CPA09), the AICPA Audit and Accounting Guide,
Audits of State and Local Governmental Units (Non-GASB 34
Edition) (No. 012563CPA09) and the AICPA Audit and Accounting
Guide, Not-for-Profit Organizations (No. 012643CPA09); and the
CPE courses Audits of HUD-Assisted Projects (No. 730293CPA09)
and Advanced Auditing of HUD-Assisted Projects (No.
730188CPA09).
888/777–7077

the Statement of Net Assets, is designed to
increase the public’s understanding of the
significance of derivatives to a government’s financial position and would
provide key information about their
potential effects on future cash
flows.
“Even estimating the notional
amounts of outstanding derivatives
in this market is difficult based on information that we have today,” noted GASB
Project Manager Randal J. Finden.
“Estimates of notional value range from
$200 billion to $400 billion. Under the
new guidance issued by the GASB, state
and local governments will now be
required to disclose this information.”
This technical bulletin will be effective for periods ending after June 15,
2003. The bulletin may be obtained
through the GASB Order Department or
GASB’s Web site.
800/748–0659

viate public mistrust and should serve to
enhance professional standing among
CPAs who practice in the government
housing industry.

www.gasb.org

www.cpa2biz.com/store

Circular A-133
Revisions
The U.S. Office of Management and
Budget has issued revisions to OMB
Circular A-133, Audits of States,
Local Governments, and Non-Profit
Organizations. In brief, the changes
include:
• Increasing the threshold for audit
from $300,000 to $500,000.
• Raising the threshold for cognizant
agency for audit from $25 million
to $50 million.
• Making related technical changes
to facilitate the determination of
cognizant agency for audit and provide for federal agency reassignment of oversight agency for audit.
More information can be found at:
www.whitehouse.gov/omb

